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SUMMARY   OF   RECOMMENDATIONS 

This   listing   serves  as  a   means  of  summarizing   the   recommendations 
contained   in  the  report  and  the  audited  agency's  reply. 


Recommendation   #1 

The  school   seek  sufficient  appropriation 
authority  for  the  canteen  and  cigarette 
accounts. 

Agency   Response:      Concur.     See  page  22. 

Recommendation  #2 
The  school: 

A.  Recognize  summer  school   instructors, 
substitute  teachers,   and  coaches  as 
employees  and   pay  the  appropriate 
benefits. 

Agency  Response:      Partially  concur.     See  page  22, 

B.  Record  the  associated  costs  as  personal 
service  expenditures  in  the  accounting 
records. 

Agency  Response:      Concur.      See  page  22. 

Recommendation  #3 

The  school  ensure  transactions  processed 
by  other  state  agencies  are  properly 
recorded  and  in  accordance  with  state 
accounting   policy. 

Agency   Response:      Concur.     See  page  22. 

Recommendation  #4 

The  school  classify   revenue  received  for 
federal   boarders  as  federal  assistance. 

Agency   Response:      Concur.     See  page  22. 
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Recommendation  #5 

The  school   record  refunds  for  ineligible 

students  in  the  School   Food   Programs  using 

the  proper  revenue  account.  6 

Agency  Response:     Concur.     See  page  22. 

Recommendation   #6 

The  school   use  proper  coding  on  expenditure 

accrual  documents.  7 

Agency   Response:      Concur.      See  page  23. 

Recommendation  #7 

The  school  account  for  the  School   Break- 
fast and  School   Lunch   Programs  separately 
on  its  accounting   records.  7 

Agency   Response:      Concur.      See  page  23. 

Recommendation   #8 

The  school   record  the  cost  of  land  in 

accordance  with  state  accounting  policy.  8 

Agency   Response:      Concur.      See  page  23. 

Recommendation  #9 

The  school   implement  procedures  to  ensure 

compliance  with  the  state's  purchasing 

regulations.  9 

Agency   Response:      Concur.      See  page  23. 

Recommendation   #10 

The  school   establish  a  separation  of 

functions  for  receiving,    recording,  and 

physical  counting  of  inventories.  10 

Agency   Response:      Concur.      See  page  23. 


INTRODUCTION 

We  performed  a  financial-compliance  audit  of  Pine  Hills  School 
(school)  for  the  two  fiscal  years  ended  June  30,  1986.  The  audit 
objectives  were  to: 

1.  determine  if  the  financial  schedules  present  fairly  the 
results  of  operations  of  the  school  for  the  two  fiscal 
years  ended  June  30,    1986; 

2.  recommend  improvements  in  the  management  and  internal 
controls  of  the  school;   and 

3.  determine  compliance  with  applicable  laws  and  regula- 
tions. 

In  accordance  with  section  5-13-307,  MCA,  we  analyzed  and 
disclosed  the  cost,  if  significant,  of  implementing  the  recommenda- 
tions  made   in   this   report. 

BACKGROUND 

The  Pine  Hills  School,  established  in  1894  in  Miles  City, 
provides  residential  treatment  and  45-day  evaluation  of  juvenile 
males  committed  by  the  courts  between  10  and  21  years  of  age. 
The  school  has  117  full-time  equivalent  employees  authorized.  The 
school's  stated  goal  is  to  "provide  a  meaningful,  nonpunitive 
environment  conducive  to  the  rehabilitation  process  for  appropri- 
ately referred  youths  in  the  least  restrictive  setting."  As  a  means 
of  accomplishing  this  goal,  the  school  has  identified  the  following 
objectives: 

1 .  To  provide  rehabilitative  treatment  services  for  each 
youth   based   upon  diagnostic  and  evaluative  information. 

2.  To  provide  a  helpful,  stable,  and  stimulating  environ- 
ment conducive  to  and  in  conjunction  with  the  rehabili- 
tative process. 

3.  To  provide  administrative,  logistical,  and  financial  sup- 
port necessary  to  meet  goals. 


4.  When  requested  by  the  court,  provide  diagnostic  and 
evaluative  services  to  determine  appropriateness  of 
placement  and   individual   needs. 

The  school  provides  care  in  a  group  living  atmosphere,  medical 
and  psychological  treatment,  counseling,  academic  training,  and 
vocational  training. 

UNRECORDED   ACTIVITY 

Our  prior  audit  recommended  the  school  record  the  canteen 
and  cigarette  accounts  on  the  Statewide  Budgeting  and  Accounting 
System  (SBAS).  The  school  began  recording  this  activity  on 
SBAS  in  the  Special  Revenue  Fund  in  fiscal  year  1985-86.  This 
was  the  first  year  the  school  received  appropriation  authority  for 
these  funds. 

In  December  1985,  the  school  started  to  run  out  of  appropria- 
tion authority  to  expend  funds  for  these  accounts  on  SBAS.  The 
school  then  recorded  the  canteen  and  cigarette  accounts  in  the 
Agency  Fund.  The  receipts  and  disbursements  for  canteen  and 
cigarette  items  were  processed  through  the  Boys'  Trust  Checking 
Account.  The  school  submitted  an  operational  plan/budget  amend- 
ment during  December  1985  to  increase  spending  authority  for 
these  activities.  The  budget  amendment  was  rejected  because  it 
did  not  meet  the  criteria  for  an  allowable  budget  amendment  in  the 
Special   Revenue  Fund. 

In  April  1986,  the  school  submitted  a  second  operational 
plan/budget  amendment  transferring  appropriation  authority  from 
fiscal  year  1986-87  to  fiscal  year  1985-86.  Upon  approval  the 
school  again   recorded  this  activity  in  the  Special   Revenue  Fund. 

Because  the  school  did  not  record  canteen  and  cigarette 
activity  on  SBAS  in  fiscal  year  1984-85,  and  during  fiscal  year 
1985-86  when  the  accounts  were  transferred  to  the  Agency  Fund, 
the  state's  accounting  records  do  not  reflect  all  of  the  school's 
financial  activity. 

Special  Revenue  Fund  expenditures  and  revenue  are  under- 
stated  by  the  following  amounts: 


Fiscal  Year  Fiscal  Year 
1984-85  1985-86 

Expenditures  $15,606  $7,822 

Revenue  $15,783  $6,962 


The  school  budgeted  and  received  appropriation  authority  only  for 
the  canteen  account.  Because  the  operational  plan/budget  amend- 
ment submitted  during  December  1985  was  rejected  the  school 
believed  its  only  alternative  was  to  run  the  canteen  and  cigarette 
account  activity  through  the  Agency   Fund. 

RECOMMENDATION   #1 

WE  RECOMMEND  THE  SCHOOL  SEEK  SUFFICIENT  APPRO- 
PRIATION AUTHORITY  FOR  THE  CANTEEN  AND  CIGARETTE 
ACCOUNTS. 


CONTRACTED   SERVICES 

During  the  audit  period  the  school  contracted  with  summer 
school  instructors,  substitute  teachers,  and  coaches.  These  indi- 
viduals were  not  paid  as  employees  through  the  central  payroll 
system  under  the  State  Auditor's  Office  and  thus  did  not  receive 
any  employee  benefits.  The  salaries  were  charged  to  contracted 
services  and   paid  by  transfer  warrant  claim. 

Because  the  school  has  supervisory  discretion  and  control 
over  these  individuals  and  the  services  are  not  outside  the  usual 
course  of  business  for  the  school,  the  school  should  recognize  and 
pay  these  individuals  as  employees  rather  than  independent  con- 
tractors. State  and  federal  laws  require  employers  to  withhold 
income  and  Social  Security  taxes  from  employee  wages.  Under 
state  law,  the  employer  must  also  pay  state  unemployment  and 
workers'  compensation  insurance.  Since  the  school  treated  certain 
employees  as  independent  contractors,  it  did  not  withhold  or  pay 
state  and  federal  taxes  on  their  salaries.  Under  the  tax  laws,  if 
the    school    should    have    withheld    taxes    from    an    employees    salary 


but  did  not  do  so  because  the  employee  was  treated  as  a  private 
contractor,  the  school  would  be  liable  for  an  additional  tax. 
Salaries  for  these  individuals  that  were  charged  to  contracted 
services  amounted  to  $6,800  in  fiscal  year  1984-85  and  $12,535  in 
fiscal   year  1985-86. 

A  school  official  indicated  these  services  were  charged  as 
contracted  services  to  reduce  the  costs  associated  with  using 
central  payroll  and  paying  benefits  to  those  employees.  The 
official  stated  that  the  school  changed  its  policy  in  July  1986  and 
no  longer  charges  summer  school  instructor  salaries  to  contracted 
services. 

RECOMMENDATION  #2 

WE  RECOMMEND  T.iE  SCHOOL: 

A.  RECOGNIZE  SUMMER  SCHOOL  INSTRUCTORS,  SUBSTI- 
TUTE TEACHERS,  AND  COACHES  AS  EMPLOYEES  AND 
PAY  THE  APPROPRIATE  BENEFITS. 

B.  RECORD  THE  ASSOCIATED  COSTS  AS  PERSONAL  SER- 
VICE EXPENDITURES  IN  THE  ACCOUNTING  RECORDS. 


ACCOUNTING  ISSUES 

The  Montana  Operations  Manual  and  management  memos  issued 
by  the  Department  of  Administration,  Accounting  Division,  provide 
agencies  with  guidelines  and  certain  requirements  for  recording 
activity  on  the  Statewide  Budgeting  and  Accounting  System  (SBAS). 
Individual  agency  deviations  or  omissions  can  result  in  accounting 
procedures  which  are  not  in  compliance  with  state  policy.  During 
our  audit  of  the  Pine  Hills  School,  we  noted  deficiencies  regarding 
the  school's  compliance  with  those  policies  and  guidelines. 

Cash  Transfers 

The  school  had  several  accounting  entities  for  which  the 
Department  of  Institutions  (ICO)  was  the  administering  agency 
during   fiscal   years   1983-84  and   1984-85.      Cash   was  closed   into  the 


combined  entities  using  cash  and  fund  balance.  When  ICO  reestab- 
lished cash  in  these  accounts,  revenue  and  prior  year  revenue 
adjustment  control  accounts  were  used.  Cash  should  have  been 
reestablished  using  fund  balance.  The  school  should  have  re- 
viewed the  transactions  to  ensure  the  proper  entries  were  made. 
By  not  using  fund  balance  to  reestablish  cash,  the  following 
accounts  were  misstated  in  the  Special  Revenue  Fund  for  fiscal 
year  1984-85: 

Overstated 
(Understated) 


Investment   Earnings  $30,761 

Federal  Assistance  5,340 

Reimbursements  15,926 

Prior  Year  Revenue  Adjustment  46,244 

Direct   Entries    to   Fund   Balance  (5,783) 


RECOMMENDATION   #3 

WE      RECOMMEND      THE      SCHOOL      ENSURE      TRANSACTIONS 

PROCESSED     BY     OTHER    STATE    AGENCIES    ARE     PROPERLY 

RECORDED   AND    IN   ACCORDANCE  WITH    STATE  ACCOUNTING 

POLICY. 


Revenue  Classification 

The  federal  government  contracts  with  the  school  to  provide 
for  the  custody  of  federal  offenders.  The  federal  government 
pays  a  specified  rate  per  day  for  the  care  and  custody  of  the 
federal   boarders. 

Pine  Hills  School  improperly  classified  the  revenue  received 
for  federal  boarders  as  reimbursements  in  fiscal  year  1984-85  and 
as  service  fees  in  fiscal  year  1985-86.  State  policy  requires  that 
revenue  from  all  federal  sources,  including  grants,  contracts, 
entitlements,  reimbursements,  and  other  federal  aid  except  for 
federal    indirect   cost   recoveries   be   classified   as   federal   assistance. 


Because  of  the  misclassification,  reimbursements  were  overstated 
by  $49,051  in  fiscal  year  1984-85  and  service  fees  were  overstated 
by  $56,980  in  fiscal  year  1985-86.  Federal  assistance  was  under- 
stated by  the  same  amounts  in  fiscal  year  1984-85  and  fiscal  year 
1985-86. 

RECOMMENDATION   #4 

WE   RECOMMEND   THE   SCHOOL  CLASSIFY    REVENUE   RECEIVED 

FOR   FEDERAL  BOARDERS  AS   FEDERAL  ASSISTANCE. 


Prior  Year  Revenue  Adjustments 

In  our  last  audit,  we  noted  that  Pine  Hills  School  claimed 
reimbursement  for  meaii,  served  to  participants  who  were  ineligible 
under  the  School  Food  Program  regulations.  We  recommended  the 
school  calculate  the  amount  owed  to  the  Montana  Office  of  Public 
Instruction  for  ineligible  students.  During  the  audit  period  the 
school  calculated  this  amount  for  fiscal  years  1982-83  and  1983-84. 
However,  it  charged  this  refund  against  current  year  revenue. 
This  overstated  prior  year  revenues  by  $2,210  and  understated 
current  year  revenues  by  the  same  amount  in  fiscal  year  1984-85. 
The  Montana  Operational  Manual  (MOM)  states  that  the  prior  year 
revenue  adjustment  account  is  used  to  identify  corrections  to  a 
previous  year's  revenue  that  should  not  be  an  adjustment  to 
current  year's  beginning   fund  balance. 

RECOMMENDATION  #5 

WE  RECOMMEND  THE  SCHOOL  RECORD  REFUNDS  FOR  INELI- 
GIBLE STUDENTS  IN  THE  SCHOOL  FOOD  PROGRAMS  USING 
THE  PROPER  REVENUE  ACCOUNT. 


Expenditure  Accruals 

We    tested    six    accruals    to    determine    if    they    were    properly 
coded.      State   policy    requires   that  an   agency   must   indicate  on    the 


accrual  document  when  the  item  was  received  or  service  performed 
(before  or  after  June  30)  through  the  use  of  special  coding.  Four 
out  of  six  accruals  tested  were  incorrectly  coded.  This  resulted 
in  errors  of  $18,114  in  fiscal  year  1984-85  and  $22,353  in  fiscal 
year   1985-86. 

School  officials  indicated  that  the  problems  were  due  to  a 
misunderstanding  of  coding  the  teachers'  salary  accruals  and  also 
because  of  a  clerical  error.  The  Department  of  Administration's 
Accounting  Division  utilizes  the  special  coding  for  the  preparation 
of  the  state  of  Montana's  Comprehensive  Annual  Financial  Report 
(CAFR).  Without  proper  coding,  accruals  are  misstated  in  the 
CAFR. 

RECOMMENDATION   #6 

WE     RECOMMEND     THE     SCHOOL     USE     PROPER     CODING     ON 

EXPENDITURE  ACCRUAL  DOCUMENTS. 


School   Food   Programs 

Pine  Hills  School  did  not  account  for  the  School  Breakfast 
Program  and  the  School  Lunch  Program  separately  during  fiscal 
years  1984-85  and   1985-86. 

Section  17-2-103(3),  MCA,  requires  that  each  federal  grant  or 
other  federal  money  within  any  subfund  must  be  identifiable  as  a 
separate  accounting  entity,  reporting  center,  responsibility  center, 
or  revenue  identification  code,  and  an  account  must  be  made  of 
each  such  grant  or  other  money  by  income  and  expenditure  for 
each  federal  grant  year  or  fiscal  year  as  may  be  applicable. 
School   personnel   said  they  were  not  aware  of  this  law. 

RECOMMENDATION   #7 

WE  RECOMMEND  THE  SCHOOL  ACCOUNT  FOR  THE  SCHOOL 
BREAKFAST  AND  SCHOOL  LUNCH  PROGRAMS  SEPARATELY 
ON    ITS  ACCOUNTING    RECORDS. 


Valuation  of  Land 

During  our  prior  audit,  we  recommended  the  school  record 
the  cost  of  land  in  accordance  with  state  accounting  policy.  The 
school  revalued  the  cost  of  land  on  the  accounting  records  from  a 
1982  title  assessment  to  the  1969  appraised  value  of  the  land. 
This  valuation  was  not  in  accordance  with  state  policy,  which 
requires  state  agencies  to  record  purchased  fixed  assets  at  original 
cost.  If  the  original  cost  information  is  not  available  or  an  inordi- 
nate amount  of  resources  is  required  to  establish  original  cost, 
agencies  may  estimate  the  original  cost  of  such  assets.  The  Mon- 
tana Operations  Manual  (MOM)  2-1700  describes  historical  estimation 
procedures  for  fixed  assets  using  price  level   indicators. 

Agency  personnel  indicated  they  were  not  aware  of  historical 
cost  estimation  procedures  as  defined  in  the  MOM.  They  used  the 
1969  appraised  value  because  it  was  readily  available.  Because  the 
land  is  on  the  state's  accounting  records  at  the  1969  appraised 
value,  we  estimate  land  is  overstated  by  $58,000  at  fiscal  year-end 
1985-86. 

RECOMMENDATION  #8 

WE  RECOMMEND  THE  SCHOOL  RECORD  THE  COST  OF  LAND 

IN  ACCORDANCE  WITH  STATE  ACCOUNTING  POLICY. 


PURCHASING  REGULATIONS 

The  Department  of  Administration's  Purchasing  Division  re- 
cently completed  a  review  on  the  school's  purchasing  procedures. 
The  purpose  of  the  review  was  to  determine  areas  of  compliance  or 
non-compliance  with  r*ate  purchasing  laws  and  the  effectiveness 
and  efficiency  of  the  purchasing  activities  of  the  school.  The 
fo. lowing  concerns  were  identified  in  their  report: 

1.  Competitive  bidding  is  required  by  state  law  (section 
18-4-302,  MCA)  for  contracts  over  $300.  The  school  did 
not    seek    competitive    bids    for    dairy    and    pharmaceutical 


products.  The  school  rotated  the  contracts  for  these 
products  with  different  vendors  every  six  months. 

The  school  purchased  a  number  of  items  that  are  normally 
stocked  at  the  division's  central  store.  The  purchasing 
agreement  requires  the  school  to  purchase  items  that  are 
stocked  at  Central  Stores.  Central  Stores  offers  a 
savings  to  state  government  through  volume  purchases  of 
items. 

An  agreement  exists  between  the  school  and  the  Purchas- 
ing Division  which  requires  all  items  estimated  to  cost 
over  $2,000  individually,  like  items  on  a  single  requisi- 
tion, or  yearly  contracts  with  an  estimated  combined 
total  over  $2,000  to  be  purchased  by  the  Purchasing 
Division.  The  school  exceeded  the  $2,000  limit  for  the 
combined  contract  total  for  some  yearly  services  such  as 
laundry. 


Other  concerns  identified  in  the  review  were  related  to  inade- 
quate documentation  for  sole  source  and  emergency  purchases,  not 
submitting  certain  reports  to  Purchasing  Division,  and  not  iden- 
tifying all  the  shipment  delivery  points  for  freight. 

RECOMMENDATION   #9 

WE    RECOMMEND    THE    SCHOOL    IMPLEMENT    PROCEDURES    TO 

ENSURE      COMPLIANCE      WITH      THE      STATE'S      PURCHASING 

REGULATIONS. 


INVENTORY   CONTROL 

In    our    review    of    the    inventory    system    at    the    school,     we 
identified  the  following  two  internal  control  concerns: 

1.  The  employee  receiving  janitorial,  hardware,  electrical, 
and  plumbing  goods  is  also  responsible  for  the  perpetual 
inventory   records. 

2.  The  employee  who  accounts  for  the  food  commodities 
inventory  perpetual  records  also  does  the  physical  count 
at  year-end. 


The  school  received  approximately  $267,000  in  fiscal  year 
1984-85  and  $277,000  in  fiscal  year  1985-86  of  inventories  including 
food  commodities.  Because  the  inventory  is  significant,  the  school 
should  develop  a  separation  of  duties  between  the  receiving, 
recording,  and  the  physical  counting  of  inventory  items.  Lack  of 
internal  controls  over  inventories  creates  the  possibility  of  unau- 
thorized use  or  disposition  of  inventories.  A  school  official  in- 
dicated that  the  lack  of  separation  of  duties  was  primarily  due  to  a 
shortage  of  employees  in  the  warehouse  and  trying  to  divide  the 
workload  evenly  for  the  warehouse  employees.  The  school  could 
realign  the  duties  of  warehouse  employees  and  use  employees  that 
work  outside  the  warehouse  to  perform  physical  counts  to 
strengthen   inventory  controls. 

RECOMMENDATION   #10 

WE  RECOMMEND  THE  SCHOOL  ESTABLISH  A  SEPARATION  OF 
FUNCTIONS  FOR  RECEIVING,  RECORDING,  AND  PHYSICAL 
COUNTING  OF   INVENTORIES. 


PRIOR  AUDIT   RECOMMENDATIONS 

Our  previous  audit  of  Pine  Hills  School,  for  the  two  fiscal 
years  ended  June  30,  1984,  contained  nine  individual  recommenda- 
tions. Of  the  nine  recommendations  still  applicable  to  the  school, 
seven  have  been  implemented,  and  two  have  been  partially  imple- 
mented. 

The  recommendations  the  school  has  partially  implemented  are 
discussed  on  pages  2  and  8  of  this  report. 
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AUDITOR'S  OPINION    LETTER 


AND  AGENCY    FINANCIAL  SCHEDULES 


SUMMARY   OF  AUDIT  OPINION 


The  auditor's  opinion  issued  in  this  report  is  intended  to 
convey  to  the  reader  of  the  financial  schedules  the  degree  of 
reliance  that  can  be  placed  on  the  amounts  presented.  Except  for 
the  Schedule  of  Additions  and  Deductions  to  Agency  Fund  Property 
Held  in  Trust,  the  financial  schedules  are  prepared  from  the 
Statewide  Budgeting  and  Accounting  System  (SBAS)  without  adjust- 
ments for  errors  noted  during  the  audit.  This  is  done  to  convey 
the  degree  of  reliance  users  may  place  on  this  SBAS  information. 
The  Schedule  of  Additions  and  Deductions  to  Agency  Fund  Property 
Held  in  Trust  includes  receipt  and  disbursement  detail  from  the 
school's  Resident  Account  records  which  are  not  recorded  on 
SBAS. 

The  opinion  on  the  Schedule  of  Budgeted  Revenue  -  Estimate 
and  Actual  for  the  two  fiscal  years  ended  June  30,  1986,  denotes 
the  reader  should  use  caution  when  using  the  financial  information 
on  this  schedule.  This  schedule  is  misstated  for  the  reasons 
described  in  paragraphs  three,  four,  and  five  of  the  opinion  letter 
(pages  1 1   and   12) . 

The  unqualified  opinion  on  the  remaining  schedules  presented 
means  that  the  schedules  are  fairly  stated  in  all  material  respects 
and  that  the  user  can   rely  on  the  information  presented. 


STATE  OF  MONTANA 


SCOTT  A.  SEACAT 

LEGISLATIVE  AUDITOR 


(faffizt  xd  i\tt  ^kxjudaiite  ^u&tte 


STATE  CAPITOL 

HELENA,  MONTANA  59620 

406/444-3122 


DEPUTY  LEGISLATIVE  AUDITORS: 
JAMES  GILLETT 

FINANCIAL-COMPLIANCE  AUDITS 

JIM  PELLEGRINI 

PERFORMANCE  AUDITS 

LEGAL  COUNSEL: 

JOHN  W.  NORTHEY 


The   Legislative  Audit  Committee 
of  the  Montana   State   Legislature: 

We  have  examined  the  financial  schedules  of  the  Pine  Hills 
School  for  each  of  the  two  fiscal  years  ended  June  30,  1985  and 
1986,  as  shown  on  pages  13  through  20.  Our  examination  was 
made  in  accordance  with  generally  accepted  auditing  standards 
and,  accordingly,  included  such  tests  of  the  accounting  records 
and  such  other  auditing  procedures  as  we  considered  necessary  in 
the  circumstances. 

As  described  in  Note  1  to  the  financial  schedules,  the  school's 
financial  schedules  are  prepared  in  accordance  with  state  account- 
ing policy.  Accordingly,  the  accompanying  financial  schedules  are 
not  intended  to  present  financial  position  and  results  of  operations 
in  conformity  with  generally  accepted  accounting   principles. 

The  Department  of  Institution's  Central  Office  improperly 
restored  the  cash  in  treasury  balances  in  fiscal  year  1984-85  to  the 
status  which  existed  at  fiscal  year-end  1983-84.  As  a  result, 
fiscal  year  1984-85  current  year  revenue  is  overstated  by  $52,027, 
prior  year  revenue  adjustment  is  overstated  by  $46,244,  and  direct 
entries  to  fund   balance  are  understated  by  $5,783. 

The  school  did  not  record  all  of  its  canteen  and  cigarette 
activity  on  SBAS.  This  activity  should  be  recorded  in  the  Special 
Revenue  Fund.  Special  Revenue  Fund  expenditures  and  revenue 
are  understated  by  the  following  amounts: 
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Fiscal  Year  Fiscal  Year 
1984-85  1985-86 

Expenditures  $15,606  $7,822 

Revenue  $15,783  $6,962 


The  school  improperly  classified  the  revenue  it  received  for 
Federal  Boarders  from  the  federal  government.  Because  of  the 
misclassification ,  Reimbursements  revenue  was  overstated  by 
$49,051  in  fiscal  year  1984-85  and  Service  Fees  revenue  was  over- 
stated by  $56,980  in  fiscal  year  1985-86.  Federal  Assistance 
revenue  was  understated   by  the  same  amounts   in  each  fiscal   year. 

In  our  opinion,  except  for  the  effect  of  the  matters  discussed 
in  paragraphs  three,  four,  and  five,  the  Schedule  of  Budgeted 
Revenue  -  Estimate  and  Actual  presents  fairly  the  results  of 
operations  and  changes  in  fund  balance  of  the  Pine  Hills  School  for 
the  two  fiscal  years  ended  June  30,  1986,  in  conformity  with  the 
basis  of  accounting  described  in  Note  1 ,  applied  on  a  consistent 
basis. 

In  our  opinion  the  Schedule  of  Changes  in  Fund  Balance,  the 
Schedule  of  Budgeted  Program  Expenditures  by  Object  and  Fund, 
and  the  Schedule  of  Additions  and  Deductions  to  Agency  Fund 
Property  Held  in  Trust  present  fairly  the  results  of  operations  and 
account  balances  of  the  Pine  Hills  School  as  of  June  30,  1986,  and 
for  the  two  fiscal  years  then  ended,  in  conformity  with  the  basis 
of  accounting  described   in   Note  1  ,   applied  on  a  consistent  basis. 


Respectfully  submitted, 

James  Gillett,   CPA 
Deputy   Legislative  Auditor 


November   28,    1986 
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PINE  HILLS  SCHOOL 
DEPARTMENT  OF  INSTITUTIONS 
SCHEDULE  OF  CHANGES  IN  FUND  BALANCES 
FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  30,  1986 


Special 

General 

Revenue 

Fund 

Fund 

FUND  BALANCE,  July  1,  1984 


-0- 


$   46,246 


ADDITIONS: 
Fiscal  Year  1984-85 
Budgeted  Revenue 
Nonbudgeted  Revenue 
Support  from  State  of  Montana 
Prior  Year  Revenue  Adjustments 


7,550  , 
(9,195)' 
2,569,145 


580,499 


(51,539) 


Fiscal  Year  1985-86 
Budgeted  Revenue 
Nonbudgeted  Revenue 
Support  from  State  of  Montana 
Prior  Year  Revenue  Adjustments 
Cash  Transfer  In 
Total  Additions 


3,998 

6,138 

2,578,953 


5,156,589 


627,667 


30,443 

26,198 

1,213,268 


REDUCTIONS: 
Fiscal  Year  1984-85 
Budgeted  Expenditures 
Prior  Year  Expenditure  Adjustments 
Cash  Transfer  Out 


2,567,438 
62 


585,047 
49,294 


Fiscal  Year  1985-86 
Budgeted  Expenditures 
Nonbudgeted  Expenditures 
Prior  Year  Expenditure  Adjustments 
Direct  Entries  to  Fund  Balance 
Total  Reductions 

FUND  BALANCE,  June  30,  1986 


2,594,754 
(420) 
(2,796) 
(2,449)^ 


585,355 


(74,256) 


5,156,589 

1,145,440 

$    -0-  l 

$   114,074 

1 


See  Note  3  in  the  notes  to  the  financial  schedules  on  page  19. 


See  Note  6  in  the  notes  to  the  financial  schedules  on  page  20. 

3 
This  is  primarily  cash  transfers  to  reestablish  cash  in  treasury 

between  combining  and  combined  accounts  of  the  Department  of 

Institutions  and  Pine  Hills  School. 

This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Account- 
ing System.  Additional  information  is  provided  in  the  notes  to  the 
financial  schedules  on  pages  17  through  20. 
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PINE  HILLS  SCHOOL 
DEPARTMENT  OF  INSTITUTIONS 
SCHEDULE  OF  BUDGETED  REVENUE  -  ESTIMATE  &  ACTUAL 
FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  30,  1986 

Sale  of 
Investment  Documents  &  Rent, Leases  Grants, Gifts,    Federal 

Service  Fees  Earnings  Reimbursements  Merchandise  &  Royalties   &  Donations  Assistance 


Total 


FISCAL  YEAR  1985-86 

GENERAL  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 

SPECIAL  REVENUE  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 


$ 

50 

A8 

$ 

(2 

$6A,28A 
56,980' 


1 


50 
A2 


ll) 


$  275,000 
379,572 


$(7.30A)    $  10A.5722 


$  3,500 
0 

$  3,80A 
3,908 

$   7,404 
3,998 

$(3,500) 

$    104 

$   (3.406) 

$15,000 
14,619 

$4,000 
4,110A 

$156,362 
172,386 

$  514,646 
627,667 

$   (381) 

$   110 

$  16,024 

$  113.021 

FISCAL  YEAR  1984-85 

GENERAL  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 

SPECIAL  REVENUE  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 


$      50 
35 

$     10 
29 

$ 

500 
3,682 

$   744 
3,804 

$     (15) 

$     19 

$ 

3.182 

$  3,060 

$  275,000 
365,899 

$  22,900 
64.9771 

$  90.8992 

$  42.0773 

$        1,304 
7,550 

$        6.246 


$136,566   $  434,466 
149,623    580.499 

$  13.057  $  146.033 


Funds  for  federal  boarders  were  classified  as  Reimbursements  in  fiscal  year  1984-85  and  Service  Fees  in  fiscal  year  1985-86. 
Because  these  funds  are  received  from  the  Federal  Government,  the  revenue  should  be  classified  as  Federal  Assistance. 

Investment  Earnings  collected  by  the  Department  of  State  Lands  for  lease  activity  were  anticipated  at  a  lower  level  by  the 
school. 

The  number  of  federal  boarders  committed  by  the  Federal  Prison  System  was  higher  than  anticipated  by  the  school. 

See  Note  5  in  the  notes  to  the  financial  schedules  on  page  19. 

This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.   Additional  information  is  provided  in  the  notes 
to  the  financial  schedules  on  pages  17  through  20. 
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PINE  HILLS  SCHOOL 


DEPARTMENT 

OF  INSTITUTIONS 

SCHEDULE  OF  BUDGETED  PROGRAM  EXPENDITURES  BY  OBJECT  AND  FUND 

FOR  THE  TWO  FISCAL 

YEARS 

ENDED  JUNE  30, 

1986 

Care  and 

Custody 

1986 

1985 

PERSONAL  SERVICES 

Salaries 

$2,052,881 

$2,014,257 

Employee  Benefits 

515,692 

494,643 

Total 

2,568,573 

2,508,900 

OPERATING  EXPENSES 

Contracted  Services 

52,050 

76,295 

Supplies  &  Materials 

233,459 

206,078 

Communications 

38,468 

39,211 

Travel 

6,780 

8,242 

Rent 

2,647 

2,332 

Utilities 

194,952 

224,747 

Repair  &  Maintenance 

33,961 

51,699 

Other  Expenses 

20,944 

18,966 

Goods  Purchased  For  Resalt 

^ 

13,758 
597,019 

Total 

627,570 

EQUIPMENT  AND  INTANGIBLE  ASSETS 

Equipment 

14,517 

16,015 

Total 

14,517 

16,015 

TOTAL  PROGRAM  EXPENDITURES 

$3,180,109 

$3,152,485 

GENERAL  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 


$2,619,948   $2,661,845 

2,594,754    2,567,438 

$   25.194   $   94.407 


SPECIAL  REVENUE  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 


$   603,633   $   601,851 

585,355      585,047 

$   18,278   $   16,804 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Account- 
ing System.  Additional  information  is  provided  in  the  notes  to  the 
financial  schedules  on  pages  17  through  20. 
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PINE  HILLS  SCHOOL 
DEPARTMENT  OF  INSTITUTIONS 
SCHEDULE  OF  ADDITIONS  AND  DEDUCTIONS 
TO  AGENCY  FUND  PROPERTY  HELD  IN  TRUST 
FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  30,  1986 

Boys  Trust 
Account 

Property  Held  in  Trust,  June  30,  1984  $   7,501 

ADDITIONS: 

Fiscal  Year  1984-85  49,231 

Fiscal  Year  1985-86  67,174 

Total  Additions  116,405 

DEDUCTIONS : 

Fiscal  Year  1984-85  48,555 

Fiscal  Year  1985-86  68,527 

Total  Deductions  117,082 

Property  Held  in  Trust,  June  30,  1986  $   6,824 


This  schedule  is  compiled  from  the  school's  manual  records  as  the 
school  records  the  balances  in  the  Agency  Fund  but  does  not  record 
the  Agency  Fund  activity.  Additional  information  is  provided  in 
the  notes  to  the  financial  schedules  on  pages  17  through  20. 
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PINE   HILLS 

SCHOOL 

DEPARTMENT 

OF 

INSTITUTIONS 

NOTES 

TO   FINANCIAL  SCHEDULES 

JUNE 

30,    1985 

AND  JUNE   30,    1986 

1.      SUMMARY   OF  SIGNIFICANT   ACCOUNTING   POLICIES 

The  following  is  a  summary  of  significant  accounting  policies 
for  the  Pine  Hills  School. 

Basis  of  Presentation 

The  financial  schedules  are  prepared  from  the  Statewide 
Budgeting  and  Accounting  System  (SBAS)  without  adjustments. 
With  the  exception  of  the  Schedule  of  Additions  and  Deductions  to 
Agency  Fund  Property  Held  in  Trust  which  has  been  prepared 
from  SBAS  and  the  school's  manual  subsidiary  detail  records, 
accounts  are  organized  on  the  basis  of  funds  according  to  state 
law.      The  following   funds  are  used  by  the  school: 


General  Fund  -  accounts  for  all  financial  resources  except 
those  required  to  be  accounted   for  in  other  funds. 

Special  Revenue  Fund  -  accounts  for  the  proceeds  of  specific 
revenue  sources  that  are  legally  restricted  to  expenditures 
for  specific  purposes.  Legislative  appropriation  is  required 
to  spend   from  this  fund. 

Agency  Fund  -  accounts  for  assets  held  as  an  agent  by  the 
school  for  residents.  Legislative  appropriation  is  not  re- 
quired to  spend   from  this  fund. 


Basis  of  Accounting 

The  school  utilizes  the  modified  accrual  basis  of  accounting 
for  the  General,  Special  Revenue,  and  Agency  Funds.  In  applying 
the  modified  accrual  basis,  revenues  are  recorded  when  they  are 
received  in  cash,  unless  susceptible  to  accrual.  Revenues  suscep- 
tible    to     accrual     are     recorded     as     receivables     when     they     are 
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measurable  and  available  to  pay  current  period  liabilities.  Inter- 
governmental revenues  received  as  reimbursements  are  recognized 
based  upon  the  expenditures  recorded.  Intergovernmental  reve- 
nues received  but  not  earned  are  recorded  as  deferred  revenues. 

Under  the  modified  accrual  basis  of  accounting,  expenditures 
are  recognized  when  the  related  liability  is  incurred  except  for  the 
following  items  which  are  considered  valid  obligations  under  state 
accounting  policy. 

-  If  the  appropriation  provided  funds  to  complete  a  given 
project,  the  entire  amount  of  a  service  contract  may  be 
accrued  even  though  the  services  are  rendered  in  fiscal  year 
subsequent  to  the  fiscal  year  in  which  the  expenditure  is 
accrued. 

-  The  anticipated  c>st  of  equipment  is  expensed  in  the  fiscal 
year  in  which  budgeted  if  a  valid  purchase  order  has  been 
issued. 

-  Goods  ordered,  but  not  received  as  of  the  fiscal  year-end, 
may  be  accrued  if  the  purchase  order  was  issued  in  the  fiscal 
year  in  which  the  anticipated  expenditure  is  to  be  accrued. 


Vacation  and   Sick   Leave 

Employees  for  the  school  accumulate  both  vacation  and  sick 
leave.  Employees  are  paid  for  100  percent  of  unused  vacation  and 
25  percent  of  unused  sick  leave  credits  upon  termination.  Expen- 
ditures for  termination  pay  currently  are  absorbed  in  the  annual 
operating  costs  of  the  school.  At  June  30,  1986,  the  school  had 
a  leave  liability  of  $158,309  for  vacation  and  $97,971  for  sick  leave 
recorded   in  the  Long-Term  Debt  Account  Croup  on  SBAS. 

2.      PENSION    PLAN 

Employees  are  covered  by  the  Montana  Public  Employees' 
Retirement  System  (PERS)  and  the  Teachers'  Retirement  System 
(TRS).  The  school's  contribution  to  these  plans  is  shown  below. 
Six     employees     were     enrolled     in     TRS     at     June  30,      1986.        The 
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remaining    employees    were    covered    by    the    PERS.       Contributions 
were  the  following: 

Fiscal  Year  Fiscal  Year 

1984-85  1985-86 

PERS                                                   $105,240  $108,369 

TRS                                                             26,475  26,585 

Total                                        $131,715  $134,954 


3.  GENERAL   FUND    BALANCE 

The  General  Fund  is  a  Statewide  Fund.  Agencies  do  not  have 
a  separate  General  Fund  since  their  only  authority  is  to  pay 
obligations  from  the  Statewide  General  Fund  as  long  as  they  stay 
within  their  appropriation  limits.  Thus  on  an  agency  schedule  the 
beginning  and  ending   fund  balance  will  always  be  zero. 

4.  BENEFITS 

The  school  provides  one  meal  per  shift  to  employees  as  a 
department-wide  benefit.  The  school  served  18,550  meals  during 
fiscal  year  1984-85  at  an  approximate  value  of  $18,900.  During 
fiscal  year  1985-86,  19,389  meals  were  provided  at  an  approximate 
cost  of  $19,970. 

5.  FUND    PLACEMENT 

The  school  accounted  for  private  donations  in  the  Boys'  Trust 
Account  (Agency  Fund)  in  fiscal  year  1984-85  which  would  be  more 
appropriately  accounted  for  in  the  Special  Revenue  Fund.  In 
fiscal  year  1985-86,  the  school  implemented  a  prior  audit  recommen- 
dation and  recorded  this  activity  in  the  Special  Revenue  Fund. 
The  following  amount  of  revenues  and  expenditures  were  recorded 
in  the  Agency  Fund  during   fiscal   year  1984-85: 
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Revenue  $2,556 

Expenditures  $2,053 


6.      MERCHANDISE    INVENTORY 

The  school  accounts  for  the  supplies  on  hand  at  fiscal  year- 
end  using  the  Merchandise  Inventory  Account.  Inventories  must 
be  valued  at  lower  of  cost  or  market.  Supplies  are  recognized  as 
an  expenditure  at  the  time  of  purchase.  The  school  adjusted 
Merchandise  Inventory  at  year-end  by  using  nonbudgeted  revenue 
and  a  direct  entry  to  fund  balance  for  fiscal  years  1984-85  and 
1985-86,  respectively.  Merchandise  Inventory  of  $75,603  is  re- 
corded  in  the  Genera!   Fund  at  June  30,    1986. 
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AGENCY    RESPONSE 


DEPARTMENT  OF  INSTITUTIONS 


TEDSCHWINDEN  GOVERNOR 


~H  AVENUE 


STATE  OF  MONTANA 


£40bi  444-JJdU 


HELENA.  MONTANA  59620 


March  13,  1987 


Legislative  Audit  Corrmittee 

of  the  Montana  State  Legislature 
Office  of  the  Legislative  Auditor 
Capitol  Station 
Helena,  MT  59620 

Gentlemen: 

We  have  reviewed  the  audit  report  prepared  by  the  Office  of  the  Legislative 
Auditor  for  Pine  Hills  School. 

The  report  provides  a  very  welcome  service  and  is  sincerely  appreciated. 

Our  response  to  the  recommendations  is  attached. 

Sincerely, 

\ Q . 


Attachment 
CS:fm 


SOUTH,  Director 
Department  of  Institutions 
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RECOMMENDATION  #1 

WE  RECOMMEND  THE  SCHOOL  SEEK  SUFFICIENT  APPROPRIATION  AUTHORITY  FOR  THE 
CANTEEN  AND  CIGARETTE  ACCOUNTS. 

RESPONSE: 

Concur.  A  supplemental  has  been  requested  for  this  account  for  FY  87.  In 
addition,  a  request  for  the  proper  amount  of  authority  in  the  Special  Revenue 
Fund  has  been  made  to  the  50th  Legislature  for  the  88-89  biennium. 

RECOMMENDATION  #2 

WE  RECOMMEND  THE  SCHOOL: 

A.  RECOGNIZE  SUMMER  SCHOOL  INSTRUCTORS,  SUBSTITUTE  TEACHERS,  AND  COACHES  AS 
EMPLOYEES  AND  PAY  THE  APPROPRIATE  BENEFITS. 

B.  RECORD  THE  ASSOCIATED  COSTS  AS  PERSONAL  SERVICE  EXPENDITURES  IN  THE 
ACCOUNTING  RECORDS. 

RESPONSE: 

A.  Partially  Concur.  All  summer  school  instructors,  substitute  teachers, 
and  coaches  who  are  employees  will  be  treated  as  FTE  and  paid  from 
personal  services  with  appropriate  benefits.  We  will  request  an  opinion 
from  the  Department  of  Labor  and  Industry  as  to  the  status  of  coaches 
who  are  not  also  employees  as  to  whether  or  not  they  can  be  considered 
an  independent  contractor. 

B.  Concur. 

RECOMMENDATION  #3 

WE  RECOMMEND  THE  SCHOOL  ENSURE  TRANSACTIONS  PROCESSED  BY  OTHER  STATE  AGENCIES 
ARE  PROPERLY  RECORDED  AND  IN  ACCORDANCE  WITH  STATE  ACCOUNTING  POLICY. 

RESPONSE: 

Concur.  In  the  future,  the  School  will  review  for  accuracy  any  transactions 
processed  by  other  state  agencies. 

RECOMMENDATION  #4 

WE  RECOMMEND  THE  SCHOOL  CLASSIFY  REVENUE  RECEIVED  FOR  FEDERAL  BOARDERS  AS 
FEDERAL  ASSISTANCE. 

RESPONSE: 

Concur.  Federal  Boarder  revenue  will  be  recorded  as  federal  assistance. 

RECOMMENDATION  #5 

WE  RECOMMEND  THE  SCHOOL  RECORD  REFUNDS  FOR  INELIGIBLE  STUDENTS  IN  THE  SCHOOL 
FOOD  PROGRAMS  USING  THE  PROPER  REVENUE  ACCOUNT. 
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RESPONSE: 

Concur.   The  refund  for  ineligible  students  in  the  School  food  programs 
should  have  been  charged  against  prior  year  revenue. 

RECOMMENDATION  #6 

WE  RECOMMEND  THE  SCHOOL  USE  PROPER  CODING  ON  EXPENDITURE  ACCRUAL  DOCUMENTS. 

RESPONSE: 

Concur.  Steps  will  be  taken  to  ensure  the  school  uses  proper  coding  on  the 
FY  87  expenditure  accrual  documents. 

RECOMMENDATION  #7 

WE  RECOMMEND  THE  SCHOOL  ACCOUNT  FOR  THE  SCHOOL  BREAKFAST  AND  SCHOOL  LUNCH 
PROGRAMS  SEPARATELY  ON  ITS  ACCOUNTING  RECORDS. 

RESPONSE: 

Concur.  The  School  lunch  and  school  breakfast  programs  will  be  accounted  for 
separately  on  the  School's  accounting  records. 

RECOMMENDATION  #8 

WE  RECOMMEND  THE  SCHOOL  RECORD  THE  COST  OF  LAND  IN  ACCORDANCE  WITH  STATE 
ACCOUNTING  POLICY. 

RESPONSE: 

Concur.  The  School  will  record  the  cost  of  land  in  accordance  with  state 
accounting  policy. 

RECOMMENDATION  #9 

WE  RECOMMEND  THE  SCHOOL  IMPLEMENT  PROCEDURES  TO  ENSURE  COMPLIANCE  WITH  THE 
STATE'S  PURCHASING  REGULATIONS. 

RESPONSE: 

Concur.  The  School  has  implemented  procedures  to  ensure  compliance  with  the 
state's  purchasing  regulations. 

RECOMMENDATION  #10 

WE  RECOMMEND  THE  SCHOOL  ESTABLISH  A  SEPARATION  OF  FUNCTIONS  FOR  RECEIVING, 
RECORDING,  AND  PHYSICAL  COUNTING  OF  INVENTORIES. 

RESPONSE: 

Concur.  Procedures  have  been  implemented. 
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